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YUGOSLAV KEY ECONOMIC INDICATORS 


All values in US $ million or represent 
period averages unless otnerwise indicated * Yugoslav statistics 


Official Exchange Rate: 
1981: US $1 = 27.30 dinars 1981 1982 *Change as 


1982: US $1 = 41.80 dinars applicable 
INCOME , PRODUCTION , EMPLOYMENT e 


GDP in 1981 Prices 48,100 48,300 0.4 
Total Investment (bill/din): 
Economic Sector 360.0 457.4 27 
Non Economic Sector 164.7 203.6 24 
Wages and Income: 
Net Nominal Monthly Wage (din) 9,846 12,542 27 
Growth in Real Personal Income -5% -4% 
Index of Industrial Production (1981=100) 100 99.7 
Labor Productivity (Index on previous year) 101.4 98 
Socially Employed (1) ('000) 5,846 5,980 
Unemployment Rate (2) 12.2% 12.6% 


MONEY AND PRICES 


Increase in Money Supply (bill/din) 
Interest Rates (Commercial Loans) 
Cost of Living (Over Previous Year) 
Retail Prices (Over Previous Year) 
Producer Prices (Over Previous Year) 


BALANCE OF PAYMENTS (BOP) AND TRADE 


Gold and Foreign Exchange Reserves (3) 
Official 1,754 1,005 (Sept. ) 
Unofficial 1,066 840 (Sept. ) 
External Public Debt (US $) 19,900 19,800 
Debt Service Ration on Convertible Currencies 25% 24% 
BOP in Convertible Trade (US $) -1,300 -1,400 
Balance of Trade (US $)* -4,324 -3,093 
Exports 10,204 10,241 
U.S. Share 387 311 
Imports 14,528 13,334 
U.S. Share 958 846 


MAIN IMPORTS FROM THE U.S. in 1982 (U.S. statistics in dols) 


Agriculture Products 182 Machines Parts 55 
Bituminous Coal 74 Aircraft and Parts 29 


(1) Number in socialized sector. Excludes an estimated 4 million privately 
employed workers, mostly farmers. 

(2) The number of those registered as seeking employment (which includes some 
already employed) divided by the domestic labor force in the socialized 
sector. 

(3) IMF statistics. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Summary 


Yugoslavia's need to meet foreign debt obligations dominated economic 
developments in 1982 and will continue to do so through 1983. Faced 
with $5 billion in repayment obligations in 1982, a similar level of 
repayments in 1983 and limited availability of foreign bank finan- 
cing, Yugoslavia is implementing its fourth, and so far strictest, 
year of economic austerity or stabilization. This belt-tightening 
regime has included investment curbs, sharp import restraints, pro- 
gressive depreciation of the dinar in dollar terms, reductions in real 
terms of personal incomes and, since mid-1982, general price controls. 
Warnings have also been given that an incomes policy will be applied 
if workers fail to moderate wage demands over 1983. Export stimulation 
has been central to the country's strategy to arrest its balance-of- 
trade and debt payment problems. By the end of 1982, the foreign 
trade deficit totaled $3.1 billion, down 28 percent from 1981. The 
key to success in closing this trade gap has been application of ever- 
tightening import restrictions. These import cuts have become so 
severe, however, that they have begun to affect industrial production 
(down 0.3 percent in 1982), to lead to energy and consumer goods 
shortages, and to impinge on the economy's ability to produce for 
export. The cost of living rose 32 percent in 1982, and these 
inflationary pres- sures are not expected to slacken substantially in 
1983. Price in- creases have only partially been offset for the 
Yugoslav consumer by higher incomes. One of the few bright spots in 
the economy has been agriculture. Agricultural production expanded by 
a healthy 6.9 percent 

in 1982 due to a record corn harvest and a very satisfactory wheat 
Crop. 


Cost of Living and Prices 


Strong government measures, including general price controls, have 
failed to dampen inflationary pressures. In spite of the controls 
applied since mid-1982, the cost of living rose by 32 percent last 
year, a smaller increase than in 1981 but still substantial. The 
first quarter of 1983 saw a cost-of-living rise of 9.6 percent, 
dimming the Yugoslav government's hopes of restraining an increase to 
27 percent in 1983. A major contributor to this upward surge was the 
selective lifting of controls on a few key domestic goods: food, 
transport, rent, and energy. The increases were permitted so as to 
end consumer subsidies on these commodities. The general freeze on 
retail prices and increased cost of imported inputs due to devaluation 
com- bined to narrow the profit margins of manufacturers. This plus 
import controls and consumer hoarding have been the chief causes of 
consumer shortages. Local authorities have reacted to these shortages 
by introducing rationing for certain commodities: coffee, detergent, 
and gasoline. 





Foreign Trade and Invisibles 


Overall foreign trade results in 1982 were favorable with the coun- 
try's trade deficit narrowed to $3.1 billion from $4.3 billion in 
1982. Imports, at $13.3 billion last year, were down 8 percent in 
nominal terms. Import cuts contributed to the economy's inability to 
expand exports which remained at the 1981 level of $10.2 billion. 
Exports to hard currency markets ($5.1 billion) increased by 6 
percent, exports to the CEMA area ($5.1 billion) fell by 5 percent. 
First quarter results show a continued decline in the size of the 
trade deficit, but with a better export record, particularly to 
convertible markets. The trade deficit forthe first quarter was $522 
million, down 36 percent from the same period in 1982. This was 
achieved by a 5 percent cut in imports to $2.8 billion and increasing 
exports by 7 percent to $2.3 billion. These results included a 
whopping 27 percent increase in exports to convertible markets and 
sharper-than-average cut (-15 percent} of imports from these same 
countries. 


The Yugoslav economy heavily depends on an inflow of invisibles, tour- 
ist receipts and workers remittances, to balance its trade deficits; 
1982 was not a good year for invisible earnings. Official tourist 
receipts in hard currency fell by 27 percent to $800 million. Another 
$400 million in earnings was estimated to have been collected by 
private Yugoslav citizens over this period. Gross remittances, mostly 
from Yugoslav workers abroad, totaled nearly $1.5 billion in 1982, 
down 10 percent from 1981. The poor results on invisible earnings and 
stagnation in the level of exports contributed to an overall increase 
in Yugoslavia's balance-of-payments deficit with convertible markets; 
the deficit rose slightly to $1.4 billion in 1982. Yugoslav economic 
planners are projecting a better invisibles performance in 1983, 
placing their hopes in the area of tourism on a continuing dinar 
devaluation to make the country more attractive to foreign visitors. 


Employment and Wages 


The industrial stagnation experienced in 1982 and continuing into the 
first quarter of 1983 has not permitted the economy to expand employ- 
ment opportunities rapidly enough to meet the number of new entrants 
into the job market. Unemployment at the end of 1982 stood at 

12.6 percent, climbing to 13 percent in February, 1983 (latest figures 
available). For the third year in a row, workers wages lagged behind 
inflation. With nominal wages increased by 27.4 percent in 1982 and 
an inflation rate of 31.6 percent, real personal incomes declined by 
more than 4 percent. Authorities anticipate a 7.5 percent fall in 
personal income in real terms in 1983. Yugoslav incomes continued to 
show considerable regional variation. In comparison with the average 
Yugoslav worker, Slovenes earned 14.5 percent more, Croats 10.1 per- 
cent more, Vojvodinians were at the national average, and Serbs and 
Bosnians earned less, -5.2 and -6.7 percent respectively. While the 
number of jobs in the economy increased by 2.3 percent in 1982, labor 
productivity declined by more than 2 percent. 





Monetary and Credit Policies 


The money supply rose by 27 percent in 1982, slower than the rate of 
inflation. This slow rate of growth has contributed to illiquidity in 
the banking system. Commercial enterprises have sought to evade this 
tight monetary policy by expanding the use of inter-enterprise credits. 
The government has countered by enforcing a shorter grace period for 
payments between enterprises and enforcing existing restrictions on 
the use of a firm's working capital and reserve funds for other pur- 
poses such as financing investment. The National Bank has announced 
its intention of implementing a real interest rate policy. Interest 
rates on commercial loans were raised in October, 1982 from 12 to 20 
percent, and again in February, 1983 to 28 percent. Consumer credits 
continue to be severely restricted. The government has attempted to 
encourage saving over consumption by hiking interest rates on time 
deposits. These new savings rates range from 12 to 28 percent, still 
below the inflation rate. 


Debt Financing 


Yugoslavia's hard currency debt now totals close to $20 billion and 
its servicing is equivalent to a quarter of all convertible currency 
earnings. Repayment of obligations in 1983 is estimated at $5 billion 
($2 billion of which is interest payments). The Yugoslav government 
is now negotiating with several Western countries and commercial banks 
to restructure this debt and ease its servicing burden in 1983. In 
the meantime, the tighter international credit situation has compli- 
cated attempts to finance trade and resulted in additional import 
cutbacks. In the first quarter of 1983, several economic measures 
were put in place to replenish central bank reserves and sharply 
regulate the assumption of new foreign debt obligations by banks and 
enterprises. 


Production 


The 1982 Gross Domestic Product ($48.3 billion) grew by 0.4 percent in 
nominal terms, considerably below the 2.5 percent target originally 
set by the 1982 plan. This represents the lowest rate of GDP growth 
recorded in the post-war era. The slowdown in economic activity is 
nowhere more evident than in the area of industrial production which 
actually declined by 0.3 percent over 1981. Industrial stagnation 
continued in 1983. The poor industrial performance is tied to import 
restrictions on raw and semifinished materials and energy shortages. 
These conditions hit several export industries hardest: nonferrous 
metals, chemicals, textiles, and metal processing. Reductions in 
crude oil imports led to cutbacks in electrical power generation, 
particularly in the Republic of Croatia, and consequently factory 
shutdowns. In the tace of frequent gasoline shortages, the Yugoslav 
government introduced a nationwide rationing system in October, 1982 
which limits private car owners to 40 liters (11 gallons) per month. 





Investment 


The original 1981-85 Economic Plan projected a progressive decline in 
the share of GDP devoted to investment, from a high of approximately 
40 percent to below 30 percent by 1985. The government's revised plan 
calls for an even sharper drop. Higher commercial interest rates, a 
slowing of money supply growth, as well as direct legislative measures 
mandating cuts in bank lending, have enforced this government policy. 
Fixed capital investment in 1982 fell by 6.5 percent in real terms and 
an equally large drop is targeted for 1983. With few exceptions, new 
investment will be limited to World Bank-funded projects and the high- 
priority and export-oriented industries of energy, agricultural pro- 
duction and processing, metalworking, petroleum production, tourism, 
transportation, shipbuilding, chemicals, textiles and footwear. De- 
velopment of domestic energy sources will focus on investment in coal 
mining, oil exploration, thermoelectric and nuclear power piuduction. 


Current Policy Initiatives 


The Yugoslav Government is now engaged in a major review of its eco- 
nomic system and past development policies. A blue ribbon panel, 
composed of government, academic, and business leaders and known as 
the Kraigher Commission, has been established to conduct this review. 
The object of the review, as explained by Yugoslav policymakers, is to 
recommend measures to revitalize the economy and strengthen the role 
of market forces in its operation. Several significant measures have 
already been introduced by the government in advance of the Commis- 
sion's recommendations, now scheduled for mid-summer. These include a 
progressive devaluation of the dinar, amounting in dollar terms to a 
40 percent fall in its value since January 1, 1983. Interest rates in 
bank lending have been raised sharply and higher energy, rent, and 
transportation prices introduced. A new foreign exchange and credit 
regime has strengthened the role of the National Bank in the domestic 
financial system, placed a priority on meeting fixed, guaranteed 
obligations to foreign banks, restricted foreign borrowing, and 
limited the retention rights of firms earning hard currency from 
exports. The government has introduced a number of measures to make 
domestic enterprise operations more efficient and end the subsidiza- 
tion of unprofitable firms. A major review of the country's foreign 
investment legislation has been opened and has so far resulted in 
significant liberalization of its regulations on technology transfer 
agreements. 
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IMPLICATIONS FOR THE UNITED STATES 


Opportunities for U.S. Suppliers 


The United States has regularly attained a surplus in its trade with 
Yugoslavia (more than $579 million in 1981 out of total bilateral 
trade of $1,345 million and $635 million in 1982 out of total 
bilateral trade of $1,157 million). Despite this imbalance, the 
United States enjoys favorable commercial treatment, thanks to the 
high technology of its industrial goods and the Yugoslav view of the 
United States as a more open market than other developed countries. 
Under the current economic conditions described above, opportunities 
for U.S. supplier sales will largely be restricted to high technology 
items and equipment for the export sector. Sales of equipment for the 
development of Yugoslavia's energy, mineral, and agricultural 
resources also offer possibilities. Even in the face of a good 
harvest in 1982 and the prospect of another good year in 1983, 
Yugoslavia will continue to import significant amounts of U.S. 
agriculture products, particularly wheat, soyabeans, cotton, skins and 
hides. Much of these agricultural sales will be covered by CCC 
financing in 1983. 


Future U.S. export expansion will increasingly be tied to -- and in 
some cases be limited by -- extensive Yugoslav efforts to stem import 
growth and thus rectify the overall trade deficit. Every effort will 
be made to reduce imports to the absolute minimum, and this will be 


especially true for equipment. U.S. suppliers will be required to 
comply with certain conditions designed by Yugoslav officials to 
ensure more even growth in bilateral trade and to limit hard currency 
expenditures on imports. In this regard, the Yugoslavs can be ex- 
pected to give most favorable consideration to U.S. firms whose 
commercial proposals include some or all of the following factors: 


© Readiness to engage in nontraditional forms of trade, such as 
compensation, countertrade, or import-for-export schemes. Compen- 
sation, essentially barter trade, is detailed in Yugoslav law. 
Countertrade -- a system of balancing a sale to Yugoslavia with a 
purchase equal to some portion of the amount of that sale -- is an 
unofficial, but nonetheless regular business practice. Import- 
for-export involves duty-free import of raw materials for process- 
ing, and production for eventual export. Details on these trade 
practices can be obtained from the Yugoslav desk officer at the 
Department of Commerce. 


Direct sales and promotion with Yugoslav importers of high tech- 
nology items (i.e., computers, analytical instruments, and 
telecom- munication equipment) rather than reliance on West 
European subsidiaries. 


Access for Yugoslavs to favorable terms, conditions and interest 
rates of long-term foreign credit to finance heavy equipment pur- 
chases. 
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Willingness to engage in joint ventures or other forms of coopera- 
tion with Yugoslav firms in place of direct sales. Under. such 
arrangements, the U.S. supplier's equipment would represent his 
share of the equity in a joint venture. 


Import Restraints 


Yugoslav measures to control imports include tariffs, quotas by value 
and quantity, import permits and hard currency controls. The non- 
traditional trade mechanisms described above will continue to be 
requirements for sales in Yugoslavia. Yugoslav authorities have been 
engaged in a broad reevaluation of the country's foreign trade and 
foreign exchange regime, and this is expected to result in more effec- 
tive export incentives and import stringencies. These amendments may 
be ready by the latter part of 1983. 


Joint Ventures and Technology Transfer 


In 1967, legislation permitting joint venture investment was enacted, 
making Yugoslavia the first communist country to allow such forms of 
industrial cooperation with Western firms. This law was amended in 
1978. At pesent, 206 joint venture contracts have been registered, of 
which 156 are still in effect. Approximately 30 of the contracts in- 
volve U.S. or U.S.-subsidiary investors. Major U.S. joint venture 
partners include Dow Chemical, General Motors, and GTE. A 1979 book- 
let, "Investing in Yugoslavia," outlines the provisions of Yugoslavia's 
joint venture legislation and is available from the Overseas Private 
Investment Corporation. Changes in 1978 to the joint venture law were 
accompanied by amendments in Yugoslavia's transfer of technology and 
long term coproduction regulations. These 1978 amendments were con- 
sidered more restrictive by potential investors and there has been a 
consequent decline ,in the number of venture signings and technology 
licences. At the request of foreign investors, and domestic critics 
of these laws, the Yugoslav Government opened a review of its 
investment regime. So far, this review has produced substantial and, 
in view of Western investors, favorable new amendments to Yugoslavia's 
transfer of technology regulations. Review of the joint venture law 
continues. 


Best Prospects for U.S. Products 


Electric Power Equipment 


Due to its full exploitation of large rivers for hydroelectrical power 
and its plentiful supplies of coal, Yugoslavia will be concentrating 
on the construction of thermoelectric facilities to meet its non- 
nuclear energy needs through the end of this century. While Yugoslav 
authorities intend to settle on a 600 MW unit and stick to its use on 
projects throughout the country, this will require the participation 
of foreign firms. Domestic manufacturers presently build plants only 
up to 300 MW. The Yugoslavs will want to include domestic equipment 
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wherever possible in these projects so foreign firms must expect to 
link up with local manufacturers. A U.S. firm or consortium of firms 
which can offer a suitable unit and are able to meet these conditions 
could have an assured market through the 1990's. 


Computers and Peripherals 


Large Yugoslav imports of computer and other data processing equipment 
were interrupted in 1978 by a government-mandated slowdown in such 
imports. The government's justification for these actions was that 
computer software was being neglected and that the stock of hardware 
in the country was considerably underutilized. The government has 
also encouraged foreign suppliers to license the assembly and even- 
tually the production of computers in Yugoslavia. Such domestic 
production, however, has been plagued by a lack of foreign exchange 
for the purchase of components. By the mid 1980's, purchases of 
foreign computer hardware should again be strong. Historically, the 
United States has been the largest supplier in this market with a 70 
percent share in 1975 and an estimated 50 percent share in 1979. In 
1980 this share fell to 47 percent. Falling U.S. market share is the 
result of stiffer German and Japanese competition. In the 1980's, 
Yugoslavia should follow the world trend away from centralized 
processing units and towards more autonomous minicomputer units 
capable of working independently at different points in factories and 
business offices. There should also be a larger market for software. 


Mining and Extraction Equipment 


Yugoslavia is rich in mineral deposits, many of which are identified 
but not exploited for lack of investment capital. Since the oil 
crisis the Yugoslavs have realized the need to develop the domestic 
coal industry. While plentiful coal reserves exist in the country, 
Yugoslavia has been slow to invest in this industry. The 1981-85 plan 
specifically targets coal production as a priority area. This will 
require additional equipment purchases. Significant increases can 
also be expected in production goals for iron ore and bauxite. Amend- 
ments to the joint venture law in 1978 allow foreign companies to 
invest in the exploitation of mineral resources and this could help 
spur their development. 


Telecommunications Equipment 


Telephone equipment which is completely manufactured domestically is 
not included in this category. The possibility for sales may increase 
in that sector too, however, if the Yugoslav telephone system converts 
to fully electronic exchanges which are not produced locally in quan- 
tity. Telegraph and telex equipment will continue to be largely 
imported, as will the new space age communication systems. Thus far 
there are only two satellite antennas in Yugoslavia. The greatest 
potential sales in the mid-1980s will be to the radio and television 
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industries to replace aging equipment. The Yugoslavs intend to switch 
radio programming from AM to FM broadcasting in order to increase the 
number of local broadcasting centers in the country and also for civil 
defense reasons. By the late 1980's, the Yugoslavs plan to have 100 
per- 

cent, versus the present 25 percent, of their programming in color. 
Belgrade and the main cities in other republics will also be intro- 
ducing a third TV channel which will cover local news and events. The 
U.S. suppliers should be able to capture a significant portion of 
these equipment sales. Potential telecommunication and telemetry 
sales will also exist in the field of remote dispatching and control 
equipment for the Yugoslav railroad system and for the electrical 
energy grid, as well as in microwave field communications and command 
controls for police and defense units. 


Analytic and Scientific Instruments 


The Yugoslav market for instruments has been consistently good over a 
period of years. At present it is a $150 million import market. 
While U.S. suppliers with 16 percent of the market are doing reason- 
ably well, they probably could do better. Given the technological 
lead the United States has in instrumentation production and the 
scientific research on which it is based, U.S. suppliers should be 
able to cap- ture a larger percentage of the market. Yigoslav 
production consists of relatively simple types of instruments 
(thermometers, thermostats, meteorological instruments, etc.). Since 
little money is being invested in development and research in this 


area, Yugoslavia will continue to depend on foreign suppliers or 
foreign licences for instruments developed through extensive 
scientific research. According 

to the Yugoslav sources in this field, there is high sales potential 
for electric and electronic analytical instruments, measuring and 
calibrating instruments, testing instruments and various laboratory 
instrumentation. 


Textile Machinery 


Textile industry is one of the largest buyers of foreign equipment in 
Yugoslavia. Competition from domestic textile equipment manufacturers 
is limited due to low productivity. On the other hand Italy, Switzer- 
land and West Germany are formidable competitors to U.S. textile 
machinery manufacturers. Small capacity facilities and relatively 
cheap labor in Yugoslavia encourage the use of less sophisticated 
machines and in this group of middle to low productivity equipment 
transportation costs are often a dominant factor. Nonetheless, the 
market is lucrative and amounted to $162 million in 1979 and $151 
million in 1980. The Yugoslav textile industry is one of the 
country's main exporters, and the U.S. market one of its targets. A 
main weakness in textile sales to the United States has been a failure 
to meet quality and design standards suitable to American taste. More 
U.S. equipment and technology to help them succeed may be a good sales 
pitch. U.S. equipment sales have been strongest in spinning and 
drawing frames, fiber yarn machines, and cotton gin mills. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:545 
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